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India’s domestic aviation system stands today as one of the country’s most important infras-
tructure networks. Over two decades, a combination of rising household incomes, urbanisation,
improvements in airport capacity, and the rise of low-cost carriers reshaped the sector from an
elite product into a mass-transportation industry. But beneath the surface of high growth lies a
market that is structurally delicate, financially stressed, and operationally vulnerable. These weak-
nesses became visible during the recent IndiGo flight disruptions, when a sharp reduction in flight
capacity led to extreme fare spikes across key routes. The government responded by imposing tem-
porary distance-based price caps. Understanding the economic logic of this intervention requires
examining the incentives, constraints, and equilibrium structures that define aviation in India.

The starting point is market structure. Indian aviation has evolved into a concentrated oligopoly
with high entry barriers. IndiGo’s market share hovers near 60 percent, with Air India/Vistara and
Akasa forming the remaining pillars of national capacity. This degree of concentration is un-
usually high for a network industry. When a single firm commands more than half of national
capacity, market dynamics shift fundamentally. Such a firm becomes not merely a competitor but
a “systemic institution” its operational stability becomes intertwined with the stability of the entire
market. A shock to such a dominant firm, whether arising from labour shortages, maintenance fail-
ures, or IT malfunctions, transmits across the entire aviation network. Unlike fragmented markets,
where competitors can absorb displaced passengers, a concentrated market amplifies fragility: if
IndiGo falters, there is simply not enough residual capacity in the system to substitute smoothly.
Thus, a 60 percent market share creates a form of embedded systemic risk: the market inherits the
operational risk profile of its largest player.

This concentration is not accidental. Aviation demands enormous fixed and sunk costs: aircraft
acquisition, pilot training pipelines, maintenance engineering, ground-handling infrastructure, and
sophisticated IT systems. These barriers are magnified by the network nature of aviation. Airlines
operate not as a collection of independent city pairs but as networks that integrate hubs, spokes, re-
gional points, and trunk routes. Network economies matter greatly: once an airline achieves dense
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connectivity and high fleet utilisation, the cost of adding marginal routes falls and competitive
advantage compounds. A large airline can synchronize rotations, optimise passenger flows, and
minimise turnaround times far more effectively than a smaller competitor. This scale advantage
becomes self-reinforcing. With each expansion, IndiGo’s network becomes more valuable relative
to rivals, generating a competitive moat that new entrants struggle to cross.

Regulatory structures further shape the landscape. Slot constraints at major airports restrict ex-
pansion by new entrants, effectively locking incumbents into privileged positions. The long history
of airline failures Kingfisher, Jet Airways, Go First illustrates how narrow margins, operational in-
efficiencies, or financial shocks swiftly push firms out. Once gone, their slots and routes eventually
gravitate toward incumbents. Over time, this dynamic produces a stable but fragile equilibrium:
a small set of firms operate a vast, interconnected national network, while underlying competitive
pressure weakens. The market becomes efficient under normal conditions but brittle under stress.

Cost structures reinforce this fragility. Aviation turbine fuel accounts for an unusually high
share of costs in India, reflecting global oil volatility and domestic taxation. Lease contracts, typ-
ically denominated in dollars, expose airlines to currency swings. Wage pressures are prominent
in specialised labour markets, especially for pilots and licensed engineers. Given these pressures,
airlines rely heavily on algorithmic revenue management systems that adjust fares continuously in
response to expected demand, remaining seat capacity, and time-to-departure. Empirical research
shows that such dynamic pricing systems generate steep fare escalation as inventories tighten (Be-
tancourt, 2023). Under stable conditions, these mechanisms improve yield and allocate seats effi-
ciently across consumers. But when a shock disrupts supply, the same algorithms generate price
spikes that appear socially unacceptable.

Demand for air travel in India is heterogeneous. A large fraction of passengers are price-
sensitive and highly elastic; their travel behaviour shifts with even modest changes in fares. An-
other segment business travellers, emergency travellers, and those with inflexible schedules faces
inelastic demand. Indian travellers exhibit intermodal substitution where possible: on short routes,
rail and road transport provide alternatives. But for longer routes, substitution options are limited.
Dynamic pricing interacts with these demand features in ways that amplify inequality when capac-
ity collapses. Price-sensitive travellers delay or abandon travel, while those with urgent needs pay
extremely high fares. The disruptions of 2025 demonstrated how even a small contraction in capac-
ity when imposed on a market where one firm controls 60 percent of seats can disproportionately
harm those with the least bargaining power.

The equilibrium structure of Indian aviation is shaped by the near-fixity of supply in the short
run. Aircraft cannot be procured quickly, pilots cannot be trained overnight, and airport slots can-
not be expanded at will. This creates a market with a nearly vertical short-run supply curve. When
IndiGo cancelled thousands of flights, the effective supply of seat-kilometres dropped dramati-
cally. Demand, however, did not contract. Passengers who lost bookings tried to rebook, while
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regular travellers continued to fly. In such a setting, equilibrium prices rise steeply. Dynamic
pricing algorithms, designed to respond to scarcity, drove fares higher still. On routes such as
Delhi–Bengaluru, fares jumped to many multiples of normal levels. When a firm with over half
the market withdraws even a small share of capacity, the entire demand curve is forced onto a much
smaller supply base. The resulting price increase is not linear; it is explosive. In economic terms,
the system behaves like a monopoly under stress, even though it is nominally an oligopoly.

The welfare consequences of this equilibrium are straightforward. Consumer surplus collapsed,
particularly for those who could least absorb the shock. Producer surplus rose due to scarcity rents,
not efficiency gains. Social welfare fell, as high-value travel was foregone and the allocation of
seats shifted away from those with the greatest necessity toward those with the greatest ability to
pay. In a well-functioning market, prices allocate scarce resources. But in infrastructure sectors
with limited short-run flexibility, prices can transmit distress, magnifying underlying operational
failures rather than smoothing them. Once a firm with 60 percent share experiences a disruption,
market prices cease to represent information about preferences or costs they instead become signals
of systemic failure.

It is in this context that the state intervened. The government imposed temporary distance-
based fare caps, limiting maximum fares across kilometre bands. The intervention invited debate:
are price caps efficient, and do they distort incentives? Standard reasoning warns that price ceilings
produce shortages. But aviation under crisis conditions does not follow this logic. Supply in the
short run is fixed. Airlines cannot instantly withdraw aircraft. Their schedules are defined months
in advance, and marginal cost is low relative to fare levels. As long as caps lie above marginal cost
and allow recovery of operating expenses, airlines have no incentive to reduce supply. The usual
mechanism through which price ceilings reduce quantity firms cutting back supply simply does
not operate here.

Economic theory offers further justification. In capacity-constrained oligopolies, firms choose
capacity first and then compete in prices. In such markets, price caps can reduce deadweight
loss by constraining monopoly power that emerges when capacity is scarce. The cap prevents
fare-setting algorithms from pushing prices into socially unacceptable zones while leaving supply
intact. Empirical work supports this logic. During disruptions, airlines inherit temporary market
power unrelated to cost or quality improvements. A price cap acts as a circuit breaker, aligning
short-run outcomes more closely with those that would prevail in competitive conditions (Sweet-
ing, 2020).

The intervention produced immediate benefits. It stabilised public expectations, prevented ex-
treme fares, and ensured that essential travel remained accessible. Importantly, it did so without
reducing flight frequency. But policy must not be naı̈ve. The long-run effects of caps can be dam-
aging if they persist. Airlines may shift revenue extraction to ancillary fees, reduce investment in
fleet expansion, or reallocate capacity toward international routes. The legitimacy of caps rests on
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their temporariness. They are instruments of crisis management, not long-term price administra-
tion.

The IndiGo episode offers broader lessons about institutional design and state capacity. An
aviation network dependent on a single dominant firm is efficient but brittle. Resilience requires
redundancy: deeper pilot training pipelines, more diversified networks, improved slot allocation,
and stronger oversight of operational reliability. Governance of pricing algorithms also requires
institutional investment. The challenge is not to freeze prices but to ensure that algorithms do not
amplify shocks.

India’s aviation sector is both a symbol of economic progress and a reminder of the fragilities
that accompany rapid growth. These events highlight how equilibrium outcomes, when driven by
scarcity and algorithmic pricing, can diverge sharply from what society deems acceptable. Tempo-
rary fare caps are an effort to rein in these divergences without undermining long-run incentives.
The central challenge ahead is to balance market discipline with institutional resilience. Finding
this balance will define the next phase of growth in Indian aviation.

A Three-Pillar Agenda for Reform

The first pillar is competition, understood in terms of contestability rather than simply the number
of carriers. Entry into India’s aviation market is limited by airport-slot scarcity, particularly at ma-
jor hubs. Without transparent slot-allocation mechanisms, incumbents can entrench their positions.
Research in industrial organization emphasises that in network industries, competitive outcomes
depend critically on access to essential facilities. A more efficient slot-allocation system, poten-
tially auction-based or governed by clear rules, would prevent incumbents from hoarding slots and
allow smaller carriers to establish meaningful presence. Similarly, mergers, code-share arrange-
ments, and vertical integration between airlines and airports must be evaluated through the lens of
dynamic competition. The goal is not to undermine large firms but to ensure that dominance does
not translate into systemic vulnerability. A market with multiple carriers capable of scaling is one
that can absorb shocks without cascading failures.

The second pillar is resilience. Safety regulation is essential, but it must be supported by insti-
tutional capacity. India’s pilot training ecosystem has not kept pace with demand. Crew scheduling
systems lack redundancy. Regulatory agencies face credibility challenges. Comparative evidence
from mature aviation markets suggests that resilience depends on buffers: spare crew capacity, di-
versified training pipelines, robust fatigue-monitoring systems, and independent safety regulation
insulated from commercial pressures. The IndiGo episode illustrates what happens when regu-
latory tightening meets concentrated market structure and thin operational buffers. Resilience-
building may increase costs in the short run, but it reduces systemic risk over the long term. An
aviation system in which a single carrier’s compliance burden can disrupt national supply is one
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that requires deeper institutional strengthening.
The third pillar is market design. Prices in modern aviation markets are generated not through

bilateral negotiation but through algorithms. These systems perform well under normal conditions
but can produce socially unacceptable outcomes during disruptions. Regulators need not control
prices, but they should demand transparency. Ex-post publication of fare distributions on major
routes during crisis periods would create accountability and enable researchers and policymakers to
scrutinise algorithmic behaviour. Similarly, safety rules such as FDTL should incorporate trigger
conditions and sunset clauses, allowing for automatic recalibration as new data emerge. Airport
concessions must avoid monopolistic bottlenecks in ground handling, maintenance, and ancillary
services. Market design is about shaping incentives and information flows so that decentralised
decisions produce stable and efficient outcomes.

These three pillars:-competition, resilience, and market design constitute a coherent framework
for reform. Competition reduces systemic dependence on any single firm. Resilience ensures that
regulatory tightening or operational shocks do not destabilise the system. Market design aligns
incentives and creates transparency. Together, they shift the system from a state of brittle efficiency
to one of robust dynamism.

India’s aviation sector stands at a crossroads. Demand will continue to grow as incomes rise
and regional connectivity deepens. But without structural reform, the vulnerabilities revealed by
the IndiGo crisis will recur. The state cannot rely on fare caps and ad hoc interventions to man-
age systemic risk. The task is institutional: building a market in which private incentives align
with public stability, in which safety regulation is credible, and in which no firm’s difficulties can
destabilise the system. If India succeeds, aviation can become a durable engine of mobility and
economic opportunity. If not, the gains of the past two decades may prove more precarious than
they appear.

References
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